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PROFITS UNDER MODERN CONDITIONS. 

WE are drifting toward industrial war for lack of mental 
analysis. Classes in society are at variance over a ratio 
of division, and have no clear conception of the thing to be 
divided. If the profits of business constitute a limitless fund, 
they furnish a corresponding incentive to strife ; and if this sum 
is virtual plunder, if it consists of wealth wrested by a social 
arrangement from the men whose labor creates it, the discon- 
tented class ought to include every member of society, and will 
include most members. It needs to be definitely known what 
profits are, and who earns them ; and again how large they are, 
and who actually gets them. The nature of the prize of the 
social contest and the equities of the case need to be made far 
clearer than they have been. 

Adam Smith's "profits of stock" included the general re- 
turns of the capitalist-employer. More recent writers have 
recognized that this person performs two functions, and receives 
a reward in each capacity. That which accrues to him as a 
capitalist is interest ; and that which comes to him as an em- 
ployer, or business manager, is known as entrepreneur's profit. 
This element is computed by deducting from his gross returns 
the interest on the capital that he uses. 

What is not recognized in the prevalent theories is that the 
entrepreneur as such is a composite person. Besides furnishing 
some capital he still performs two unlike functions, and receives 
two distinct rewards. Of these rewards one is constant and the 
other intermittent ; and it is this latter element that, as vaguely 
conceived, constitutes the incentive to social strife. It is the 
fact of confounding the two functions and merging the rewards 
attaching to them that has placed economic writers where it 
has been impossible either to make consistent theories or to 
comprehend the developments of modern business. 
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An entrepreneur is, first, an industrial organizer; he directs 
the productive energies of other persons. If he be a manu- 
facturer he divides and subdivides the labor of making a prod- 
uct, and assigns to each workman the part of the process to 
which he is adapted. The thing to be accomplished is pre- 
scribed ; there is a certain article to be produced, and there is 
an accepted manner of producing it ; and the routine function 
which first falls to the employer consists in directing the opera- 
tion in its execution. He guards against wastes, impels workers 
to effective effort, and co-ordinates their labors. By his direc- 
tion the work of many individuals is brought into organic unity. 
He is the brain of a little social organism ; he does its executive 
planning, and communicates to the muscles the motive impulses 
that set them at work and control their action. 

In this capacity the employer is the most important part of 
the personnel of the shop. He is a directive laborer. The out- 
come of his effort is a certain mechanical result, a transforma- 
tion of matter. Directive labor, muscular labor and machines 
together create "form utilities"; they transform iron into im- 
plements, wool into cloth, etc. ; and in these changes of form 
lies the value that they jointly bring into existence. Employer 
and workman are thus far laborers together ; what they get for 
their efforts is, in the broad sense of the term, wages ; and the 
employer's part is distinctively the wage of directive labor. 

In addition to this there comes to an employer a return hav- 
ing a wholly different origin and nature ; it is essentially mer- 
cantile. An employer buys, sells and gets gain like any dealer 
on the street. The business operations of a woolen manufac- 
turer do riot begin with wool in the sorting room, and end with 
goods in the storehouse. He must obtain the wool from dealers, 
and must hand the goods over to purchasers. The mechanical 
part of his business is completed at the mill, and by the work- 
ing organism of which he is the head ; the mercantile part ex- 
tends into the world, and brings him into connection with other 
producing organisms. In this particular exchanging function 
the workmen have no part ; the employer only is recognized in 
the market as the buyer of materials and the seller of goods. 
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The buying of raw materials, however, does not end the em- 
ployer's function as a purchaser ; there is something more to be 
acquired if he is to become the valid owner of the product. 
Into the finished goods there enter other elements than raw 
materials, and these must be in part acquired by purchase. 
Within the mill itself there are titles to be transferred. Day 
by day, hour by hour, as the manufacturing goes on, new utili- 
ties come into existence. Every turn of the engine results in 
more cloth, more yarn, more carded wool, etc. The utilities 
thus created have definite values ; unfinished goods may not be 
immediately salable, but the employer would know how to rate 
them were he to take an account of stock. Every step in the 
process that brings them nearer to the condition in which they 
can be placed upon the market adds something to the value of 
the crude materials with which the process began. These in- 
crements of utility are, as we have said, jointly created by three 
agencies : directive labor, muscular labor and machines. This 
determines their ownership : they belong, in undivided shares, 
to the director, the workmen and the furnisher of machines, or 
the capitalist. 

Now the essential fact is that the employer buys out his 
partners in the productive operation. He pays for the share of 
the workmen in wages and for that of the capitalist in interest, 
and acquires thereby a title to the utilities created in the mill. 
As the raw material is his from the outset, he ends by becoming 
the owner of every element of the product. In his own name 
he may place the goods on the market and get what he can for 
them. 

The function of the entrepreneur as such consists therefore 
in two operations, the one mechanical and the other mercan- 
tile : he directs a productive process, and he buys the elements 
that enter into the product and sells them collectively in the 
product itself. In the one capacity he is a laborer and receives 
a higher variety of wages ; in the other capacity he is a mer- 
chant, and receives a margin of difference between what he 
pays and what he gets. The finished goods are supposed to 
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bring in the market more than the cost of all the elements 
that compose them. 1 

In a complete study of profits it needs to be noticed that the 
mercantile part of the employer's function requires both labor 
and capital. He must spend time in obtaining materials, in 
making contracts with workmen and capitalists, and in disposing 
of goods. Here there is a need of labor ; and there is a neces- 
sity for capital of the circulating kind in the holding of goods 
until they can be sold and paid for. Mercantile labor as well as 
mechanical is entitled to wages, and circulating capital as well 
as fixed is entitled to interest. A mercantile wage constitutes 
the second part of the general wage of business management ; 
and an item of interest on circulating capital constitutes a part 
of the general claim of capital. 

The labor involved in buying and selling is only incidental to 
the mercantile function. It is not the essence of it ; that lies 
in the mere acquiring and surrendering of ownership. It is 
because the elements that enter into a product come succes- 
sively into an employer's possession, and then pass collectively 
out of it, that he can look for a return over and above the wages 
of every kind of labor and the interest of every kind of capital 
involved in the business operation. We must group in one item 
all that comes to an employer in compensation for effort of any 
kind, and in another all that goes to compensate the capitalist. 

The general wage of business management constitutes one of 
the preferred claims on the returns of business ; it must be 
deducted from them before final profits can be computed. Ordi- 
nary wages constitute another preferred claim, interest a third 
and the cost of materials a fourth. If, to avoid intricacy, we 
group taxes, all forms of insurance and incidental expenses as a 
fifth claim the sum of these five amounts will represent the 
total cost of acquiring the title to a product. In selling the 
product for more than this sum total lies the employer's chance 
of ultimate gain. Pure profit is the return of simple ownership. 
It is free from all admixture of wages and of interest. It accrues 

1 This analysis of gross profits was published in Work and Wages for March, 
1887, in an article by the writer of the present paper. 
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to him who simply extends the aegis of his civil rights over the 
elements of a product, and then withdraws it in order that the 
product may pass into other hands. The entrepreneur or assumer 
is he who takes upon himself the responsibility of ownership. 

That the capitalist, the manager, and the owner of the prod- 
uct may at times be one and the same person does not affect the 
analysis ; the three functions are distinct, and the rewards 
attaching to them are equally so. The growth of corporations 
tends in a practical way to separate these functions. Capitalists 
are here a body of stockholders, bondholders and business cred- 
itors ; managers are a body of salaried officials ; while entre- 
preneurs, in the limited sense of the term, are the stockholders. 
Pure profit resides in the portion of the dividends that is in 
excess of current interest on the paid-up capital. 

Pure profit is the prize that lures men into business ventures. 
On this element in the returns of industry are centered the 
larger expectations of working men. There is no other element 
from which they can draw a considerable dividend by a change 
in distribution. Though interest were* reduced by a half, and 
managers' salaries curtailed in the same proportion, the sum 
thus saved would, as divided among workmen, raise wages only 
by a small fraction. The elastic margin of pure mercantile profit 
appears to the undiscerning to be a more promising source of 
gain. It is important to know how large, under modern con- 
ditions, this sum is becoming. 

The elements in the cost of a product are primarily deter- 
mined by conditions over which the employer has no control. 
Wages are fixed in the general market for labor ; there is not 
one rate for a particular manufacturer and another for his rival 
in the trade, nor are there considerable differences between the 
rates prevailing in most of the different trades. Labor passes 
freely from one establishment to another, and even from one 
industrial group to another, and the permanent tendency of 
wages is toward uniformity. This large element in the cost of 
products is fixed by uncontrollable movements in a universal 
market. 

Interest is determined by equally general conditions, and is 
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uniform to all borrowers who furnish equal guaranties for the 
certainty and promptness of their payments. The cost of raw 
materials is determined in a market that is somewhat more 
limited ; it is gauged by the transactions that take place be- 
tween the industrial group that produces it and the several 
groups that use it. This market is broad enough to be beyond 
individual control. 

The cost of the labor of management is subject to more dis- 
turbing influences than almost any other economic element ; 
and general statements concerning this item of outlay need to 
be made with adequate reservations. Personal relations may 
make a particular salary abnormal. The principle that tends 
to determine the wage of business management may be formu- 
lated and, with due caution, applied ; it is fixed in a general 
market for labor of a given intellectual and moral quality. 
Tried ability and integrity demand high rates of pay, but gravi- 
tate toward any honorable occupation that offers them ; and 
the general tendency here as elsewhere is toward a certain 
uniformity. Rates of insurance and taxation are governed by 
impartial rules. The elements that constitute the cost of a 
product to the man who is to own and sell it are fixed by 
conditions which he cannot change. 

His returns are equally beyond his control. The price of his 
product is adjusted in the open market by transactions between 
the group to which he belongs and the various groups that con- 
tain his customers. The adjustment is similar to that which 
governs the price of raw materials. Pure profit is the differ- 
ence between this uncontrollable amount and the sum of the 
equally uncontrollable amounts disbursed. The reward of the 
entrepreneur in his capacity as owner of a product comes to him, 
as rain from the clouds, through the action of forces lying be- 
yond the range of his dominant influence. He has nothing to 
do but to receive it. He must accept what comes into his 
treasury, and submit to what goes out of it ; the difference, 
which is pure profit or loss, is fixed without appeal. 1 

1 Gains effected by the illegitimate manipulation of values, such as is sometimes 
practiced in Wall Street and elsewhere, do not fall within the scope of this discussion. 
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In his other capacity, that of manager, the entrepreneur is not 
the helpless creature of fate. His fortune is largely in his own 
hands. Moreover the fortune of the owner is, in a negative 
way, entrusted to the manager, who can always mar it, though 
he cannot always make it. In a study of profits it needs to be 
assumed that the shop is running under competent direction ; 
otherwise, under modern conditions, it will quickly pass from 
the industrial field. Materials must be well selected, the work- 
ing force well handled, and the goods rapidly and safely mar- 
keted, or the pure profit will become a negative quantity, and 
the business will be terminated. There are transient condi- 
tions in which mediocrity may for some time hold its place ; 
but the sword is over its head from the outset, and will fall in 
due time. 

The modern struggle for existence means the survival of the 
fittest type of industrial establishment. Elements that deter- 
mine the question of fitness are location, working method and 
managing efficiency. The shop that is unfavorably located 
yields its business to others ; and industries tend automatically 
to concentrate in places where they can thrive. The mill that 
uses an antiquated process must change it or stop working ; and 
industries tend towards uniform mechanical excellence. The 
establishment that is badly conducted must change its manage- 
ment or fail ; and business tends to concentrate in the hands of 
those who conduct it with the greatest energy and wisdom. 

The centralization of industry gives a special impulse to the 
tendency to eliminate mediocre management ; it permits a divis- 
ion of the directive function. There are diversities of gifts in 
the business world ; the good mechanic may be a bad financier, 
salesman, etc. The great establishment places in every respon- 
sible position a man specially adapted to it. The entrepreneur 
of a highly developed establishment is a collective personality. 
The shop that is under individual direction is no longer typical ; 
and if we continue to speak in the singular number of the man- 
ager, the owner, and the capitalist, it is to keep in mind the 
essential unity of the several groups that the terms must really 
designate. In clear cut distinctness of function, it is as though 
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they were individuals ; in efficiency, they greatly surpass them, 
and tend to supplant them in the industrial field. Modern 
business demands and secures an aggregation of forces in every 
department. Groups that have supplanted individual managers 
continue the competition among themselves, and the entrepre- 
neur that tends to ultimately survive is a body of men, each one 
of whom has shown special capacity in his department. The 
typical modern manager is an organization that is perfect in 
each separate part. 

In formulating the principle that gauges the returns of a 
particular manager at a given time, the analogies between rent 
and profit are instructive. They have been well utilized by one 
of the most eminent of living economists, General Francis A. 
Walker. Having now in view a different end, that of establish- 
ing a law of development, and of determining the rate toward 
which the different elements in general profits are tending, I 
find it possible to derive complementary lessons from the con- 
trasts presented by the Ricardian principle of rent and the 
principle that asserts itself in the management of modern 
business. 

The area of cultivation in agriculture is governed by a law of 
extension ; the range of managing ability is subject to a prin- 
ciple of elimination and contraction. According to accepted 
formulas the best land is first used, and cultivation then extends 
to poorer and poorer qualities. The process begins with one 
grade and ends with many. In general business, various 
degrees of managing ability come early into the field ; compe- 
tition eliminates one after another, till the best only is sure of 
permanent survival. With one qualification, hereafter to be 
stated, the process begins with many grades and ends, if it is 
ever completed, with one. The difference in productiveness 
between the best land and the worst is increasing ; that between 
the best management and the worst that we need to take 
account of is diminishing. The rent of lands varies as their 
qualities, from nothing to an increasingly large sum ; the wages 
of managers tend, like their business qualities, in the direction 
of uniformity. 
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Agriculture is dominated by a law of diminishing returns ; 
and general business by a law of increasing returns. Double 
the labor and capital expended on an acre of ground and you do 
not double the crop ; double the labor and capital entrusted to 
an efficient manager and you more than double the product. 
The concentration of labor and capital renders more costly the 
products of agriculture ; and the same influence cheapens those 
of general business. 

It follows that the demand for agricultural products tends to 
outrun the supply ; while the supply of manufactured commod- 
ities tends to outrun the demand. In the one case increasing 
population is the primary fact ; and this calls for more food, etc., 
in spite of the greater cost at which it is obtained. In the other 
case cheapened production is the primary fact ; and this influence 
thrusts an increasing product upon the market, notwithstanding 
the diminished price at which it must be sold. The output of 
great manufacturing industries is disposed of by a process that 
tends continually to take on somewhat of the character of a 
forced sale. The normal condition of many industries is one 
that, from a business man's point of view, must be termed over- 
production ; it is the condition in which more is produced at 
each particular interval than can be sold at prices that through 
the preceding interval prevailed. It is this final test of over- 
supply that weak producers cannot endure. 

The struggle for existence is pending, and industrial groups 
show various degrees of approach to the consummation to which 
it leads. In some groups the surviving establishments are 
already in a state of high and nearly uniform efficiency ; while 
in others they still differ considerably in this respect. There 
is, moreover, scattered over the industrial field, an experiment- 
ing class, whose presence renders necessary the qualification in 
the statement of general laws to which reference has already 
been made. These men are testing their capacity to survive in 
the contest with men of tried ability. A few win permanent 
places ; the remainder pass from the field ; but their transient 
presence disguises the operation of the law of survival. They 
must be left out of account if we are to know how far the devel- 
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opment has proceeded, and what grade of managing efficiency 
has a chance of permanent continuance. Any group may have 
its experimenters who are of greatly inferior quality. The old 
employer who is about to be crowded from the field marks the 
margin of survival ; better managers may remain in the field, 
while worse ones will be cast out. 

The merging of the functions of owner and manager intro- 
duces another element of variation, and makes farther care 
necessary in practically testing the theoretical rule. A man 
who, besides pure profit, receives a salary and perhaps an ele- 
ment of interest may not take leave of the competitive field 
when, according to simple theory, he ought to do so. After 
profits and interest have vanished he may live on a salary, and 
may struggle against fate till his capital is curtailed. Through 
all variations in its application, the law of survival holds true, 
and places in control of the material fortunes of humanity a 
class of managing agents who are diminishing in number and 
improving in quality. They are in fact agents and not princi- 
pals ; it is the interests of others that are primarily entrusted 
to their keeping; for though their wages become relatively 
high, they are kept within sharp limitations, while the largest 
fruit of their invaluable labor passes by an irresistible law to 
society. 

Wages of management are radically affected by the division 
of directive labor. The typical modern manager, as already 
noticed, is a collective personality. Were the rare qualities 
that are needed for conducting a great enterprise combined in 
one man he could command a monopoly wage. It would be 
impossible to replace him, in case he were to leave his employ- 
ment ; and the limit of his salary would be set only by the 
paying ability of the capitalist-owner. It is possible to replace 
any member of a managing organization, and the salaries of the 
members cannot well be excessive. There is a graded list of 
candidates for the different positions. Counting rooms are full 
of potential presidents, secretaries and treasurers ; shops are 
full of potential superintendents ; and though some of the can- 
didates may be, by a certain margin of difference, inferior to 
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the men now occupying the higher places, the fact of their 
presence places a definite check on the salaries that are paid. 
Experience in work of the higher sort would reduce the differ- 
ence in quality between the men in the better positions and the 
candidates for them. The tried man has the preference ; but 
his tenure of office depends in a measure on his success in what 
may be termed a continuous competitive examination. There 
are complications arising from the fact that personal relations 
to capitalists are not without a large influence on the awarding 
of the prizes in this contest ; but available candidates are always 
numerous enough to place a definite limit beyond which the 
wages of directive labor may not rise. This element of an 
employer's returns is determined by active competition in a 
general market for labor of a certain intrinsic quality. 

There remains to be determined the amount of pure mercan- 
tile profit. This is the final element in the analysis of the gross 
returns of business, and if there are principles governing it, 
then the division of social wealth is at least a scientific process. 
Pure profit is the seemingly uncertain quantity which lures men 
into business, and which figures in the minds of the discon- 
tented as the prize of agitation. Here, if anywhere, lies the 
spring that fills the pools of unearned wealth. 

Pure profit is a vanishing sum. The a priori laws of political 
economy demand the annihilation of it, and it submits to the 
decree. In the Ricardian sense of the term the natural amount 
of this ultimate profit is nil. It is a positive quantity where 
the competitive law has not fully asserted itself, and where, 
within the sphere of its control, it is checked by temporary in- 
fluences. Economic orthodoxy concedes to this element no 
theoretical existence ; and where the assumptions of this sys- 
tem concerning competition are realized, the practice of the 
world becomes orthodox ; pure profit actually disappears. This 
is an unanticipated vindication of logic. Ricardo did not pre- 
dict such an outcome, nor did he so far analyze the returns of 
industry as to distinguish the element that is subject to the law 
of annihilation. Yet his system involved the principle, and the 
conformity to it of actual practice is the latter-day triumph of 
Ricardianism. 
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With capital seeking investment at the prevalent rate of in- 
terest, with directive labor seeking employment at the high rate 
of wages that its quality demands, can they fail to find each 
other out, if by union they can each secure a premium ? Can 
anything prevent them from simultaneously migrating to the 
point where, besides their wages and interest, they can com- 
mand an ulterior gain ? Nothing can do so in theory. Ordinary 
risk is not a barrier, since that is counterbalanced by the item 
of insurance which in our analysis we have recognized. Eco- 
nomic formulas call for a prompt migration of labor and capital 
to the point of special inducement ; and the formulas are justi- 
fied. A subject of common remark is the reckless promptness 
with which the movement actually takes place. An employer 
who is getting more than interest and wages of direction is in- 
terested to enlarge his product by drawing on the loan fund of 
the market ; and a capitalist who by engaging in industry can 
secure more than interest and wages of direction, is interested 
to create a new establishment by drawing on the market for 
directive labor. By enlargements from within and accessions 
from without the productive plant is enlarged, the product in- 
creased and the price of it reduced to the point at which capital 
and labor of every kind receive only their normal reward. 
The point of stable equilibrium is that at which a capitalist- 
employer realizes neither more nor less than interest on his 
capital and a salary for his time. 

Stable equilibrium is not usually rest. Influences may dis- 
turb the adjustment, and in this instance they do so as regu- 
larly as it is effected. It is not to be anticipated that the 
myriad of different industries that occupy the economic field 
will ever simultaneously reach their natural level of productive- 
ness. Pure profits will always be found at numerous points, 
though at no one of them will they prove permanent. If we 
continue to watch a particular industry we shall see pure profit 
appearing, as the result of a disturbing influence, and then 
slowly vanishing, as competition reasserts its control. If we 
watch the entire industrial field we shall see pure profit appear- 
ing, now here and now there, shifting forever its place in the 
field, but never absent from it. 
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One influence which periodically raises the returns of busi- 
ness above their natural limit is the rhythmical movement of 
trade, or the fluctuation from under-consumption to over-con- 
sumption that results from internal changes in the economic 
system. The period of active demand yields profits where, 
other conditions remaining the same, that of slackened demand 
entails losses. The two results should be made to offset each 
other by averaging the returns of a considerable number of 
years, if the true status of an industry is to be ascertained. 
When, in a long interval, the pure profits just balance the losses 
the natural rate of returns may be considered as maintained. 

The settlement of a fertile continent is a disturbing influence 
that may extend through a hundred years, and this period must 
then be regarded as a prolonged interval of adjustment. Com- 
petitive law cannot fully vindicate itself while soil exploitation 
— not agriculture — is pouring treasures into every one's lap. 
Yet in the end the slow moving law will assert its power. The 
opening of America to settlement created an originally high 
level of general profits, from which level competition has re- 
duced them with varying rates of rapidity. Some localities and 
some industries still realize abnormal gains from this source. 

There is another disturbing influence which gives a promise 
of constantly recurring as long as the economic system con- 
tinues. It acts intermittently, and on particular industries, 
but is always present at a thousand different points in the gen- 
eral field. It is the legitimate creator of pure mercantile profit ; 
and though we call its action a disturbance, since it counteracts 
the action of competitive law, yet this influence is as natural as 
the force that it abrogates. It affords a guaranty for continued 
civilization. It is the result of a unique human service, that is 
the most far-reaching in its effects of any that an industrial 
worker can render. This is the making and applying of inven- 
tions. While the rest of humanity are working, an elect few 
are searching. The results of their search come partially and 
temporarily to themselves ; the major rewards diffuse them- 
selves among the members of society as a whole, who in the 
end absorb the total gain. The natural rewards of invention 



6l6 POLITICAL SCIENCE QUARTERLY. [Vol.11. 

are the most economical and effective of all possible modes of 
ensuring the advance of material civilization. They come in a 
form adapted to secure a maximum result with a minimum of 
expense to the beneficiaries. They are not stipends, but prizes ; 
and their effect is to enlist the services of scores of men where 
only one can receive a personal return. 

Invention may give to an establishment a temporary monop- 
oly of a new process or a new product, and raise profit for the 
time being above the natural level. The making of such dis- 
coveries is not a part of the routine work of a manager. It does 
not fall within the scope of any function for which a salary is 
paid. Some Yankee ingenuity, some power of adapting me- 
chanical means to ends is indeed required in a successful super- 
intendent. The exercise of it in minor ways lies within the 
routine of his business. But the inventions that we are now 
considering are those that materially change that routine. If a 
salaried manager makes such an invention, it is extra-official 
work, and entitles him to the same reward that would accrue 
to any other inventor. 

The relations between the makers of inventions and those 
who introduce them are an interesting subject of study ; and so 
are the effects which the introduction of them has on establish- 
ments that continue to use the older methods. It is not, how- 
ever, desirable to obscure our main propositions by too many 
corollaries. The device that effects an important economy 
must, in the end, force itself into general use, and thus end 
the advantage which prior possession gives to its originators. 
Patents expire, and secrets become known. The public gets a 
part of the benefit from the first introduction of an economical 
process, and gets the whole benefit in the end. Competition 
restores the natural rate of profit, and leaves, as a permanent 
result, an increase of productive power, an elevation of the level 
of human life. Patent laws are an evidence that the personal 
rewards to be gained by this service are too small, rather than 
too large, and that it is the aim of the state to prolong the fruits 
of invention beyond the limit of time during which, by natural 
law, the inventor could enjoy them. 
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If the theory here advanced is true, an inquiry into the busi- 
ness profits realized in this country during the past few years 
should show that some industries are, and others are not, ap- 
proaching the condition in which only natural profits are 
afforded. Statistics that group several branches of manufac- 
turing and state returns in the aggregate may be expected to 
show a profit somewhat above the natural rate ; and figures for 
the country at large must certainly do so. The general rate of 
profit in the United States is high, not only because of gains 
realized by many inventions, but because of returns still realized 
by the quick exploitation of natural resources. Statistics taken 
a few years hence would probably eliminate much of this latter 
variation. The profits from invention would remain, and the 
returns of any considerable group of industries must be expected 
to show a permanent average profit somewhat above the natural 
limit. 

On the other hand, the returns of particular branches of 
industry would show, in many cases, a close approximation to 
the limit. Figures taken in a single case would show the stage 
of development that one industry has reached ; they would show 
whether it is still enjoying a residuum of originally high profit, 
or whether the competitive pressure has reduced its gains to the 
rate that can be permanently maintained. 

It will be seen that the facts that we need in order to fully 
verify our theory are not at present to be had. Fortunately, 
however, the facts that are most useful are those that relate, 
in each case, to one specific department of business ; and here 
the knowledge which each employer in that department pos- 
sesses is of more than ordinary scientific value. For many 
purposes aggregates and averages taken from many branches 
of production are necessary ; and these the business man can- 
not furnish. For our present purpose averages are misleading, 
and the returns of different departments taken each by itself, 
give the testimony that we desire. It is not difficult to obtain 
facts of this kind which strikingly illustrate the tendency of 
recent influences to crowd profits to a point that affords noth- 
ing beyond interest and the wages of management. 



6l8 POLITICAL SCIENCE QUARTERLY. [Vol. II. 

The returns of the textile industries of New England, as 
shown in the report of the Boston stock market, reveal the fact 
that a few members of this extensive group have, during the 
fifteen years preceding 1886, enjoyed a certain immunity from 
the full effects of competitive law. The returns of the group 
as a whole have, during that interval, been strikingly near to 
the point of natural profit. The same appears to be true of the 
shoe and leather industries. The iron and steel manufactures 
and the numerous branches affiliated with them compose a group 
so extensive that its average profits would be unavailable for 
our purpose. Though such gains as those which patents secured 
to the screw-making industry may now be rare, there are de- 
partments enough in which competition is held in temporary 
abeyance to cause considerable deviation from the theoretical 
standard. Yet within this general group may be found numer- 
ous cases in which the law is verified ; and the same is true 
in other parts of the manufacturing field. 

Public transportation is a department of production essentially 
peculiar. The local traffic of railroads enjoys a certain im- 
munity from the full effects of competition. This source of 
variation from theoretical standards is apparently counter- 
balanced by influences of an opposite character, and the rail- 
roads of the United States show an approximation to the 
normal rate of profits that is even closer than that of the textile 
industries. More and better statistics than are now available 
are certain soon to be collected ; and there is no risk in affirm- 
ing that where the prescribed conditions exist, the normal rate 
of profits will be realized. Labor of every sort will be paid for ; 
capital will be rewarded ; but there will be no bonus for any one. 1 

We are living in a half-developed system, and in the law of 
its growth may discern more clearly than was formerly possible 
an outline of the form that it will ultimately take. That law 
connects the rewards of business life with services, and gauges 
them in amount by the value of those services. It gives more 

1 I am indebted to the Hon. Joseph H. Walker, of Worcester, Mass., for statistics 
tending to show that, in manufacturing industries, profits in excess of the natural 
rate, when they are not secured by inventions, have of late been rapidly disap- 
pearing. 
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to intellect than to muscle, and more to character than to either ; 
the largest stipends that it offers are for fidelity to trusts. It 
checks undue discrimination in favor of mere position, and 
ensures to the men in the industrial ranks rates of pay not 
too far below those enjoyed by their leaders. It offers special 
prizes for the discovery of secrets of effective work. It limits 
more closely than statute law could do the personal benefits 
that accrue to the men who render this service, so that when 
the law is invoked it is for the purpose of increasing them. By 
organization and discovery it constantly places humanity upon 
new vantage ground in the struggle for well-being. Less and 
less, measured in effort, is becoming the cost of a day's enjoy- 
ments ; greater and greater, measured in enjoyments, are the 
returns of a day's labor. In cheapened production, which is 
never appreciated, and is often blindly resisted, lies, according 
to this social law, the chief hope for modern workers. The 
leaders and discoverers whose labor ensures this constant gain 
find their rewards limited in amount and in time, while the 
wealth that they diffuse throughout society is, in both direc- 
tions, limitless. The outline of the coming industrial state has 
the shape neither of despotism nor of democracy ; it is the 

outline of a true republic. 

John B. Clark. 



